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The first Federal Power Commission in 1931. From left to right, Commissioners Marcel Garsaud, Frank R. McNinch,
George Otis Smith (Chairman), Ralph B. Williamson (Vice Chairman), and Claude L. Draper.

The Federal Energy Regulatory Commission in 1993. From left to right, Commissioners Donald F. Santa, Jr., Vicky A. Bailey,
Elizabeth A. Moler (Chair), James J. Hoecker, and William L. Massey.
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The West Enfield Hydroelectric Project, P-2600, on the Penobscot River in Maine. It has a 13,000 KW capacity and boasts a
45-foot-high concrete gravity dam.




A typical gas pipeline gathering system.
In the wake of Order 636, the
Commission is reassessing its policy

on gathering.

The Commission In Brief

The Federal Energy Regulatory Commission (FERC) is an independent
agency. Its function is to oversee America’s natural gas industry, electric
utilities, hydroelectric projects and oil pipeline transportation system.

The Commission was created through the Department of Energy Organization
Act on October 1, 1977. At that time, the Federal Power Commission (FPC),
the Commission’s predecessor which was established in 1920, was abolished
and the Commission inherited most of the FPC’s regulatory mission.

The FERC administers numerous laws and regulations involving key energy
issues. These include:

% Transportation of natural gas in interstate commerce;
< Transportation of oil by pipeline in interstate commerce;
% Transmission and wholesale sales of electric energy in interstate commerce;

% Licensing and inspection of private, municipal, and state hydroelectric
projects;

% Oversight of related environmental matters.

The Commission’s primary legal authority comes from the Federal Power
Act of 1935, the Natural Gas Act of 1938, the Natural Gas Policy Act of
1978, the Public Utility Regulatory Policies Act of 1978, and the Energy
Policy Act of 1992.

The Commission has five members who are appointed by the President with
the advice and consent of the Senate to 5-year staggered terms. Each
Commissioner has an equal vote on regulatory matters and no more than
three Commissioners may belong to the same political party. One member
is designated by the President to serve as Chair and is the Commission’s
administrative head.

The Commission generally meets twice a month. It considers license and
certificate applications, rate filings, and other matters submitted by
regulated companies, and sets industry-wide rules. Commission meetings
are open to the public under the Government in the Sunshine Act and
are televised. ®



Letter From the Chair

To the Senate and House of Representatives:

I am pleased to submit to the Congress the Federal Energy Regulatory
Commission’s annual report, covering the fiscal year from October 1, 1992
through September 30, 1993.

This is the 73rd report issued by the Commission and its predecessor, the
Federal Power Commission. As an independent agency, the Commission
oversees key operating functions of the natural gas, electric utility,
hydroelectric power, and oil pipeline transportation industries.

For fiscal year 1993, Congress appropriated $158,639,000 to support
Commission activities. Under the authority of the Omnibus Budget
Reconciliation Act of 1986 and other laws, the Commission recovers all of
its costs from regulated industries through fees and annual charges.
Revenues generated from these sources are used to offset congressional
appropriations and result in a net cost to the treasury of zero dollars.
Therefore, the users and beneficiaries of the Commission’s services—not
the general taxpayers—pay its operating costs.

Respectfully,

‘&U&M A N

Elizabeth A. Moler
Chair



Natural Gas

The Natural Gas Act of 1938
(NGA), the Natural Gas Policy Act of
1978 (NGPA), the Outer Continental
Shelf Lands Act (OCSLA), the Natu-
ral Gas Wellhead Decontrol Act of
1989 (NGWDA), and the Energy Pol-
icy Act of 1992 (EPAct) are the pri-
mary laws the Commission adminis-
ters to oversee America’s natural gas
pipeline industry.

Under the NGA, the Commission
regulates both the construction of
pipeline facilities and the trans-
portation of natural gas in interstate
commerce. Companies providing ser-
vices, and constructing and operat-
ing interstate pipeline facilities,
must first obtain Commission certifi-
cates of public convenience and
necessity. In addition, Commission
approval is required to end (aban-
don) facility use and services, as well
as to set rates for these services.

The Commission also regulates
the transportation of natural gas as
authorized by the NGPA and the
OCSLA.

The NGPA’s wellhead pricing pro-
gram required the Commission to
administer ceiling prices for certain
categories of natural gas production
in interstate commerce. On January
1, 1993, the NGWDA removed all
remaining NGPA wellhead price
controls for natural gas and all NGA
filing requirements for natural gas
producers.

Finally, the Department of Energy
Organization Act vests approval
authority in the Commission to over-
see construction and operation of
facilities needed by pipelines at the
point of entry or exit to import or
export natural gas.

Commission Responsibilities

Electric Power

The Commission oversees whole-
sale electric rates and service stan-
dards, as well as the transmission of
electricity in interstate commerce,
under the legal authority of the Fed-
eral Power Act of 1935 (FPA), the
Public Utility Regulatory Policies
Act (PURPA), and the EPAct. Sales
of electricity for resale (sales
between public utilities or by a pub-
lic utility to a municipality or a
cooperative), and transmission and
interchanges comprise a little over a
quarter of total U.S. investor-owned
electric utility sales. Retail electric
sales (sales to end-use customers
such as homeowners and busi-
nesses) are generally regulated by
state public utility commissions.

The Commission ensures that
wholesale and transmission rates
charged by utilities are just and rea-
sonable and not unduly discrimina-
tory or preferential. It also reviews
utility pooling and coordination
agreements.

In addition, the Commission over-
sees the issuance of certain stock
and debt securities, assumption of
obligations and liabilities, and merg-
ers. The Commission reviews the
holding of officer and director posi-
tions between top officials in utilities
and major firms supplying electrical
equipment to the power companies
or underwriting securities.

Finally, the Commission reviews
rates set by the federal power mar-
keting administrations, such as the
Bonneville Power Administration,
makes determinations as to exempt
wholesale generator status under
the EPAct, and certifies qualifying
small power production and
cogeneration facilities.

Hydroelectric Power

Hydroelectric power regulation
was the first work undertaken by
the Federal Power Commission, the
Commission’s predecessor agency,
after Congress passed the Federal

Water Power Act in 1920. Subse-
quent statutes under which the
Commission regulates the non-fed-
eral development or United States
Lands and Commerce Clause waters
include the FPA, the PURPA, the
Electric Consumers Protection Act of
1986, and the EPAct. This work
includes project licensing and
exemptions, dam safety, project com-
pliance activities, investigation and
assessment of headwater benefits,
review of project proposals by other
Federal agencies, and interagency
coordination.

Commission licensing costs are
offset by annual charges collected
from license holders. The Commis-
sion also determines charges for a
licensee’s use of Federal lands, Fed-
eral dams, and Indian reservations.

Licensed projects receive compre-
hensive safety inspections from
Commission engineers stationed in
Washington and at five regional
offices. The dam safety program is a
key Commission priority.

Oil Pipelines

Under the Interstate Commerce
Act (ICA) and the EPAct , the Com-
mission regulates the rates and
practices of oil pipeline companies
engaged in interstate transporta-
tion. The objective is to establish
just and reasonable rates to encour-
age maximum use of oil pipelines—
a relatively inexpensive means of
bringing oil to market—while pro-
tecting shippers and consumers
against unjustified costs.

The Commission does not oversee
the construction of oil pipelines or
regulate the supply or price of oil or
oil products. Rather, it helps to
assure shippers equal access to
pipeline transportation, equal
service conditions on a pipeline, and
reasonable rates for moving
petroleum and petroleum products
by pipeline. ¢



Administration

Operating Expenses

The Commission’s budgetary
resources for fiscal year (FY) 1993
totalled $166.0 million. The Com-
mission had $139.7 million in obli-
gations that were divided into four
major categories:

% Salaries and benefits—$96.7
million or about 69 percent;

% Fixed costs (i.e., building rent
and utilities) and other support
costs (i.e., postage, telecommuni-
cations, data processing and
printing)—$31.7 million or
23 percent;

A backhoe breaks ground as construction begins on the new FERC headquarters building, 888 First St., NE. It will be ready to
house all employees in late 1995.

R

< Contracts (e.g., environmental
reviews)—$9.4 million or about
7 percent;

R
%

Travel to conduct dam safety
inspections, audits, compliance
investigations, and work related
to certificate and rate filings—
$1.9 million or about 1 percent.

Obligations for the three
program areas were:

% Natural Gas and O1l—

$66.2 million 47 percent
% Hydropower—
$45.7 million 33 percent

< Electric Power—

$27.8 million 20 percent



Revenue

In FY 1993, the Commission col-
lected revenues of $175.1 million. Of
that, $158.6 million was applied
directly to offset the Commission’s
FY 1993 appropriation, which
reduced it to $0. The remaining
$16.5 million of revenue exceeded
the appropriation and was deposited
in the U.S. Treasury. Following is a
breakdown of the type of revenue
collected:

+ Annual charges—
$ 155.3 million

% Filing fees—
$5.0 million

< Miscellaneous—
$14.8 million

89 percent
3 percent

8 percent

Automated Data
Processing

The Commission continues its
effort to provide the public and Com-
mission staff with the most effective
means for gathering and using
information.

The Commission’s Remote Public
Access (RPA) system went “live” in
October 1992. It has proven to be
extremely successful in providing the
public with access to Commission
records. RPA now provides access to
eight different Commission systems
including the Records and Informa-
tion Management System (RIMS)
index. When completed, the new
RIMS design will permit users to
search for information through
indices, and will have the potential
to search using key words and
phrases contained in each document.
The system also features notices of
Commission meetings (“Sunshine
Act” notices) and general user
notices and instructions. Over 500
different entities access RPA.

The Commission now has over
1,600 multipurpose professional and
secretarial workstations as well as
numerous portable and notebook
computers for use by staff while on
travel. The Commission began
changing over from its older local
area network (LAN) technology to a
newer, more technologically
advanced, client/server LAN during
fiscal year 1993. The Commission-
wide network has now connected
over 500 workstations utilizing its
LAN facilities, including the offices
of the Chair and Commissioners.
The addition of the rest of the
Commission’s workstations and the
Office of Hydropower Licensing
regional offices to the Commission-
wide LAN during 1994 remains
a priority.

Printing and Distribution

During FY 1993, the Commission
changed its printing plant opera-
tions to a copy center. This has
allowed more work to be completed
with fewer personnel, less equip-
ment and space, and at an overall
savings to the Commission. During
the year, the Management Services
Branch produced and distributed
49.6 million pages of material. This
included orders, notices, decisions,
court briefs, environmental impact
statements, and administrative
printing through the Government
Printing Office and the Commis-
sion’s copy center.

Public Reference Room

The Public Reference Room is the
Commission’s main point of contact
for meeting the public’s information
needs. The Records Maintenance
Center is the official repository of the
Commission records and documents.
Under the Commission’s information
rules, 18 C.F.R., Part 388, most docu-
ments are readily available for
inspection and photocopying. The
Public Reference Room serves as
both a library and reference center

for the public and Commission staff,
providing requested records and doc-
uments in hardcopy, electronic and
microfilm/microfiche formats.

During FY 1993, the Public Refer-
ence Room incorporated several new
operational and procedural systems
designed to offer a more responsive
level of service while improving
turnaround time to the public and
staff. These included:

% Implementing a new Voice Mail-
System that has increased pro-
ductivity, while providing for a
more personalized level of service;

% Installing Mobile/Compact Shelv-
ing in the Records Maintenance
Center to contribute to an overall
savings of space and money, while
helping to expedite retrieval of
official files;

% Completing a major records
retirement program resulting in
transferring approximately 2,000
boxes of official records to the
Federal Records Center in
Suitland, Maryland;

Expediting the release of draft
orders on Commission meeting
days;

e
0.‘

% Awarding a new contract to assist
the public by providing in-house
copier support services;

% Initiating an improved automated
Correspondence Control and
Tracking System to help manage
the volume of written correspon-
dence from the public.

In addition to these operational
changes, staff has also streamlined
operations internally to be more
responsive to the public’s informa-
tion needs.®



PQGT constructs its Canada-to-
California pipeline system to meet
growing demand for natural gas.

Overview

Natural gas is transported from
production areas to markets via
pipelines, consisting of a network
more than one million miles long.
The pipeline industry moves nearly
a quarter of the nation’s annual
energy consumption to the burner
tip. A major component of this
network is the more than 200,000
miles of large-diameter pipe that
moves gas in interstate commerce
over long distances to markets in 48
States. These transmission facilities
represent an investment exceeding
$50 billion.

Since the mid 1980s, the Federal
Energy Regulatory Commission has
pursued a comprehensive program to
create a flexible regulatory frame-
work for America’s natural gas
industry. The Commission’s key
objectives are:

% To provide for more extensive
service options;

% To enable parties to respond
quickly to fast-changing market
conditions; and

Natural Gas

% To maintain service reliability
and rate certainty.

That process culminated in the
issuance of Order No. 636 in April
1992. Order No. 636 marks the
beginning of a new era in the natu-
ral gas industry and will ultimately
enable the industry to provide better
service to more markets at a lower
cost. In fiscal year 1993, the Com-
mission completed the enormous
task of restructuring interstate natu-
ral gas pipeline services in accor-
dance with the rule. The Commis-
sion approved start-up dates for the
76 pipelines that are subject to the
rule and met its goal of approving
implementation dates for restruc-
turing before the 1993-94 winter
heating season.

In addition to the restructuring
program, the Commission strength-
ened its environmental compliance
effort.

The Commission also ended the
regulation of producer prices in FY
1993 and established procedures to
clear up any remaining workload.

Finally, the Commission
addressed the ratemaking method
and tariff filing procedures for oil
pipelines as required by the EPAct.

Natural Gas Pipeline
Restructuring

In fiscal year 1993, completion of
the first phase of natural gas
pipeline restructuring under Order
No. 636 was the highest priority
among the Commission’s natural
gas policy initiatives. Order No. 636
substantially completes the struc-
tural changes in the Commission’s
regulation of the natural gas indus-
try. These changes were brought
about by:

% The Natural Gas Policy Act of
1978;

+ The Commission’s open access
transportation program; and

< The Natural Gas Wellhead
Decontrol Act of 1989.

The purpose of Order No. 636 is to
improve the competitive structure of
the natural gas industry while main-
taining adequate and reliable service
at reasonable rates. The new rules
allow all natural gas suppliers,
including the pipeline as merchant,
to compete for gas purchasers on an
equal footing. This ensures that the
benefits of decontrol accrue to
consumers to the maximum extent
envisioned by the NGPA and the
Wellhead Decontrol Act.

Order No. 636 mandates:

72

+ Unbundled transportation and
sales services;

<

» Open access transportation;

00
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No-notice firm transportation
service for customers formerly
receiving bundled sales service;

Use of the straight fixed variable
method of cost classification, allo-
cation and rate design, with miti-
gation to limit cost shifts to no
more than 10 percent for any cus-
tomer, and continued use of one-
part rates for small customers;

R
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% Capacity release programs;

< Blanket certificates for sales at
market rates (small local distribu-
tion companies eligible for cost-
based rates for one year); and

% Mechanisms for recovering gas
supply, stranded investment, and
other transition costs resulting
from compliance with the rule.

The Commission established indi-
vidual restructuring proceedings for
each pipeline. Of the 94 pipelines
initially covered by the rule, the
Commission has:

% Approved implementation dates
for 76 pipelines;

+ Exempted 14 pipelines from com-
pliance (one case pending rehear-
ing); and

% Deferred action on four pipelines
not yet in service.



The Commission sought to
achieve implementation by the start
of the 1993-94 winter heating
season. This ambitious schedule
required that the 76 pipelines
develop compliance plans, seek cus-
tomer and intervenor input, and file
their individual plans between
September and December 1992.

The schedule also required that
the Commission act on the restruc-
turing plans expeditiously. The Com-
mission conducted more than 150
pre-filing and technical conferences
and issued over 150 orders on the
various compliance plans. It
approved implementation dates for
all 76 pipelines by October 1, 1993.
‘The Commission issued initial com-
pliance orders within an average of
less than 5 months after pipelines
filed their compliance plans.

The first phase of restructuring
pipeline services is complete, but the
Commission still faces considerable
oversight work and fine tuning of
the pipeline compliance plans as
both the industry and the Commis-
sion gain experience under Order
No. 636.

o

FERC staff discuss information displayed on new Electronic Bulletin Boards (EBB’s).
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Straight Fixed Variable
Method

Most pipelines bill their major
customers under a two-part rate
structure, consisting of:

% A fixed reservation charge based
on the capacity reserved for peak
periods and paid whether the cus-
tomer uses the capacity or not; and

% A usage charge based on the
amount of gas transported by the
customer.

Order No. 636 endorsed the
straight fixed variable (SFV) method
for developing rates to recover a
pipeline’s cost of providing service.
Under SFV, a pipeline assigns all
fixed costs related to transportation
to the reservation charge.

Order No. 636 entails two types of
potential cost shift to or among local
distribution companies:

< Those that might arise from
moving to straight fixed variable
rate design; and

% Those that might arise from
lower revenues from interruptible
service.

The Commission is committed to
mitigating these potential cost
shifts. It requires that pipelines mit-
igate any cost shift greater than 10
percent that arises from a shift to
SFV. The Commission also expects
that parties will address allocation
of costs between firm and interrupt-
ible shippers in rate cases where
they can bring actual working expe-
rience with the post-restructuring
world to bear on the issue. In the
meantime, the Commission has
ordered that 90 percent of all rev-
enues in excess of costs be returned
to firm transportation customers.

Transition Costs

The Commission recognizes that
pipelines will incur costs as a result
of Order No. 636. These costs fall
into four categories:

< Gas supply realignment costs
resulting from pipelines reform-
ing or buying out existing gas
supply contracts
or continuing to perform under
certain contracts;

< Unrecovered gas costs remain-
ing in the purchased gas adjust-
ment Account No. 191 when a
pipeline adopts market-based
pricing for its gas sales and
terminates its purchased gas
adjustment mechanism;

% Stranded costs representing
assets now used to provide bun-
dled sales service (such as the
pipeline’s own facilities, gas in
storage and capacity on upstream
pipelines) that cannot be directly
assigned to customers of the pipe-
line’s unbundled services; and

% New facilities costs associated
with physically implementing the
rule (e.g., meters, valves, commu-
nication equipment).

As of September 30, 1993, 14
pipelines had filed for $747.1 million
in transition costs, including:

< $298.4 million of gas supply
realignment costs;



+ $3083.8 million of Account No. 191
costs; and

< $144.9 million of stranded costs.

Under Order No. 636, the Com-
mission decided that pipelines
should be allowed to recover 100
percent of any prudently incurred
gas supply realignment (GSR) costs
which are attributable to the rule.
Ninety percent of prudently
incurred GSR costs can be recov-
ered through use of a reservation
fee surcharge or a negotiated exit
fee for firm transportation and stor-
age services. Pipelines must allo-
cate the remaining 10 percent to
interruptible transportation.

Unrecovered gas costs are to be
direct-billed to the pipelines’ former
sales customers and stranded costs
related to unneeded upstream pipe-
line capacity are recovered through
NGA Section 4 rate filings. Remain-
ing stranded costs and new facili-
ties’ costs are to be included in
pipelines’ general Section 4 rate
case filings.

The Commission will scrutinize
all claims of transition costs closely
to ensure that pipelines only recover
legitimate costs under Order No.
636. The Commission is also striving
to lower total transition costs.

Electronic Bulletin Boards

In Order No. 636, the Commis-
sion established a capacity releas-
ing mechanism. Shippers who do
not need their firm transportation
and storage capacity on a pipeline
can release it on a short or long
term basis to other shippers want-
ing capacity. The Commission
required pipelines to establish elec-
tronic bulletin boards (EBBs) to
provide shippers with equal and
timely access to relevant informa-
tion about the capacity on their
system. This includes information
on capacity available through
release transactions and firm and
interruptible capacity available
directly from the pipeline.

Natural Gas

The Commission concluded that
capacity release would be enhanced
by standardizing both the content of
capacity release information and the
methods by which shippers can
access that information. After a tech-
nical conference in February 1993,
the Commission set up five industry
working groups and held informal
conferences to develop consensus
standards for EBBs.

The Commission issued a notice of
proposed rulemaking on July 29,
1993, and a final rule on December
23. The final rule adopts the stan-
dards suggested in the proposed
rule, with slight modifications, and
reflects consensus agreements devel-
oped through the working groups.
The Commission extended the pro-
posed effective date from April 1,
1994, to June 1, 1994, to give the
industry time to comply.

Data Collection and
Validation

During fiscal year 1993, the Com-
mission found that certain filing
requirements were no longer neces-
sary to regulate an industry charac-
terized by open access transporta-
tion and deregulation of wellhead
prices. Therefore, it eliminated the
requirements to file:

% FERC Form No. 15/15-A: Annual
Report of Total Gas Supply;

% FERC Form No. 16: Report of Gas
Supply and Requirements.

Elimination of these forms will
reduce industry reporting burden by
an estimated 50,000 hours per year.

The Commission also began a
comprehensive review of its data
collection requirements in light of
the regulatory changes adopted by
Order No. 636. The objective of this
review is to streamline those
requirements, while providing the
Commission with the information it
needs to meet its future regulatory
responsibilities.

Pipeline Rates

Under the NGA, the Commission
regulates 150 pipelines that sell and
transport gas in interstate com-
merce. The NGA requires the Com-
mission to ensure that tariff rates
and charges are just and reasonable
and not unduly discriminatory. This
protects consumers from excessive
prices and abuses of market power
and ensures that pipelines receive
compensation for prudent and neces-
sary service costs—including a fair
return on investment.

Pipelines file rate changes under
Section 4 of the NGA. The Commis-
sion generally uses an historical
costing approach in major rate cases.
The pipeline bases its rate change
request on a historical period with
adjustments for known and measur-
able changes expected to occur over
a 9-month period. Recorded costs
follow the Commission’s Uniform
System of Accounts.

The Commission has 30 days to
accept, reject, or suspend the filing’s
effectiveness for up to 5 months. If
the Commission accepts and sus-
pends the filing, rates go into effect
after the suspension period. The
rates are subject to refund—with
interest—for any amounts that the
Commission ultimately finds are not
just and reasonable.

Interstate pipelines made 102 for-
mal rate change and tariff filings
during fiscal year 1993, including:

*,

% 19 filings for general rate changes
involving total revenue increases
of $542.6 million;

17 filings involving changes to
specific rates; and

2
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% 66 filings to change tariff operat-
ing terms and conditions.

The Commission completed 42
Section 4 general rate cases;
approved 25 full or partial settle-
ments on pending rate cases; and
completed 69 Section 4 tariff-related
filings in FY 1993.



Rate change filings continue to
be based on increases in operating
costs, the cost of new facilities, and
changes in the natural gas indus-
try. Order No. 636 proceedings
caused the pipelines to postpone
many general rate change propos-
als that they would have filed in
fiscal years 1992 and 1993. We
expect to receive the postponed rate
change filings in 1994 and 1995.
These filings will involve issues
that the Commission deferred in
the restructuring compliance orders
for consideration in pending or
future rate cases, including:

% Cost allocation;
% Rates of return and depreciation;

% Transportation zones and
mileage-based rates;

< Market centers;
% Treatment of storage costs;

% Rates for transportation in the
production area;

< Pipeline tariff terms and
conditions;

% Impact of capacity release on
interruptible throughput projec-
tions;

00
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Eligibility of costs for recovery
under Order No. 636;

Market‘—based rates; and

2
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Discrimination in providing
transportation services.

Take-or-Pay Issues

Commission Order Nos. 500 and
528 deal with recovery of pipelines’
take-or-pay costs associated with a
pipeline’s voluntary acceptance of a
blanket certificate. Pipelines incur
these costs when they fail to take
delivery of gas but have a contrac-
tual obligation to pay for it. Order
No. 500 prescribed a purchase defi-
ciency method to allocate the
direct-billed portion of take-or-pay
costs. After the Court of Appeals
rejected this method, Order No. 528
established guidelines and initiated
proceedings to examine possible

reallocation schemes for the direct-
billed portion of these costs. It did
not affect the other aspects of
Order No. 500.

As of September 30, 1993,
pipelines have filed for $10.2 billion
in take-or-pay costs under Order
Nos. 500 and 528. Sixteen pipelines
filed under Order No. 528 to recover
take-or-pay costs paid to producer-
suppliers; 19 pipelines filed to flow
through take-or-pay costs paid to
upstream pipeline suppliers.

The Commission established 30
proceedings to settle the issues
raised by the filings. It has approved
19 settlements and resolved one pro-
ceeding with a decision on the mer-
its. Pipelines absorbed 36 percent of
these costs, direct-billed 35 percent,
and collected 29 percent through a
volumetric surcharge. The Commis-
sion is continuing its efforts to settle
the remaining 10 proceedings.

Purchased Gas
Adjustments

Purchased Gas Adjustments
(PGA) are filings to recover a pipe-
line’s cost of purchasing gas for
resale to jurisdictional sales cus-
tomers. These filings are made when
a pipeline, functioning as a mer-
chant, buys gas from a supplier and
sells it to customers, another pipe-
line, or local distribution company.

Under Order No. 636, all restruc-
tured pipelines ended their PGA
mechanisms. Market forces, rather
than the PGA, will determine the
price for natural gas. The termina-
tion of the PGA resulted in balances
in the pipelines’ purchased gas cost
accounts which will either be
refunded or collected from jurisdic-
tional customers as transition costs.
The close-out filings will cause sig-
nificant workload during FY 1994
to assure that costs were properly
collected or refunded.

PGA filings decreased dramati-
cally during fiscal year 1993 due to
restructuring. By the end of the fiscal
year 1994, only two pipelines that
were not subject to restructuring will
have PGA clauses in their tariffs.

Accounting and Financial
Reporting

The Commission needs continu-
ous, reliable financial information
based upon sound accounting princi-
ples uniformly applied to all jurisdic-
tional companies. This information
is required in monitoring economic
activity within the industry and
evaluating whether rates charged
are just and reasonable.

These needs are met by develop-
ment of the Uniform System of
Accounts Prescribed for Natural Gas

‘Companies Subject to the Provisions

of the Natural Gas Act. Periodic
financial reporting is undertaken by
jurisdictional companies and audits
are conducted on a cyclical basis by
the Office of the Chief Accountant.
These audits enable the Commis-
sion to ensure that required finan-
cial information is reported accord-
ing to Commission regulations.
During the audits, special emphasis
is placed on costs that are automati-
cally passed on through rates. Com-
panies that have improperly charged
customers are ordered to refund
excess collections with interest.

Pipeline Certificates

Generally, pipelines must apply to
the Commission for either case-by-
case certificate or blanket certificate
authorization to construct and oper-
ate certain interstate gas facilities
and to transport or sell gas for resale
in interstate commerce.

The Commission’s pipeline certifi-
cate program evaluates four types of
applications:

< Construction and operation of
facilities;

< Authority for gas transportation,
sale, storage, or exchange services;

< Extension or abandonment of
services; and

% Siting and constructing facilities
for the import or export of natural
gas and liquefied natural gas.



The following factors are consid-
ered in evaluating applications:

< Identifying and assessing the
public interest aspects of terms
and provisions of the proposed
service;

% Facilities design and operational
aspects;

% Project financing;

< Environmental impacts of
proposed projects;

+ Initial rates for service;

« Cost shifting to existing rate-
payers; and

% Operational reliability of liquefied
natural gas facilities.

Reviewing the many filings for
expanded capacity continued to be a
major Commission priority in fiscal
year 1993. The Commission acts on
these proposals as quickly as possi-
ble to allow applicants to begin con-
struction. During late 1993, the
Commission began an effort to allow
applicants to pay contractors to pre-
pare environmental documents for
Commission review. This effort,
which was completed in early 1994,
will expedite Commission review of
construction projects.

Pipeline Construction

In fiscal year 1993, the Commis-
sion issued over 150 certificates
under Natural Gas Act Section 7(c)
for construction and operation of
facilities. These included:

< 39 major construction projects
(over $1 million each);

% 1,400 miles of pipeline;
% 1 billion cubic feet per day of
capacity; and

% $1.75 billion in construction costs.

Average processing time for these
applications was 308 days from the
initial filing—256 days from filing of
significant amendments or supple-
ments to the original application.
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The Commission authorized over
300 additional construction and
operation activities on a prior notice
basis under its blanket certificate
program.

At the end of fiscal year 1993,
pending certificate applications for
major construction projects, exclud-
ing Alaska, involved:

< 43 major construction projects
(over $1 million each);

% 2,465 miles of pipeline;

% 6 billion cubic feet per day of
capacity; and

< $3.1 billion in construction costs.

Northeast Projects: In July
1993, the Commission issued certifi-
cates authorizing Texas Eastern
Transmission Corporation and its
downstream pipeline affiliate, Algon-
quin Gas Transmission Company, to
implement an “Integrated Trans-
portation Project” (ITP) to serve cus-
tomers in the Northeast. The project
involves 103 miles of new and
replacement facilities, 50,000 horse-
power of compression, 216 million
cubic feet per day of additional
capacity, and a construction cost of
$222 million. ITP shippers will have
access to a variety of domestic pro-
ducing areas and the means of
obtaining transportation service
along a sequence of pipelines in a
“packaged” service.

Florida Projects: In September
1993, the Commission issued a cer-
tificate to Florida Gas Transmission
Company to expand pipeline capac-
ity to its Florida customers by 541
million cubic feet per day. This $900
million Phase III expansion consists
of 814 miles of pipeline and 101,500
horsepower of compression.

Mobile Bay Pipeline Projects:
Transcontinental Gas Pipe Line Cor-
poration filed a joint application with
Florida Gas Transmission Company
in March 1992 to expand its existing
Mobile Bay line. In October 1992,
Transco received Natural Gas Act
Section 7(c) authority to operate the

line previously constructed under
Natural Gas Policy Act Section 311.

Construction Certificate
Phasing: In appropriate cases, the
Commission now issues an order on
the merits of nonenvironmental
issues before environmental analysis
is complete. These “preliminary
determinations” (PDs) give appli-
cants an early indication of the form
ultimate Commission approval
might take and can reduce the time
required to place new pipeline capac-
ity in service. In fiscal year 1993, the
Commission issued four PDs and
five final certificates for cases receiv-
ing PDs in 1993 or prior years.

Environmental
Compliance

In FY 1993, the Commission
expanded its environmental post-
construction compliance review of
NGPA Section 311 new construc-
tion and Section 2.55 facilities
replacements.

Order No. 544, issued September
21, 1992, requires companies to
notify the Commission at least 30
days before beginning construction if
the project cost exceeds the cost limit
specified in the Commission’s regula-
tions ($6.4 million in 1993). Projects
falling below the limit do not require
advance notice, but must be reported
to the Commission annually in May.
The Commission staff completed 157
on-site environmental inspections to
ensure compliance with certificate
conditions during 1993.

The Commission also conducted a
series of six regional training courses
on environmental compliance. This
highly successful program, started in
1992, continues to draw interest
from all parts of the industry, includ-
ing Federal and State agencies,
industry employees, environmental-
ists, consultants, and the public.
These courses provide a better
understanding of:

« Compliance with environmental
certificate conditions;

+ The National Environmental
Policy Act (NEPA); and



Department of Energy Organization
Act. These pipelines have total
yearly revenues of over $6 billion.

The primary goals of the Commis-
sion in its regulation of oil pipelines
are to ensure that:

% Shippers and consumers do not
pay unjust and unreasonable
rates;

< Transportation services are not
unduly discriminatory; and

% Oil pipelines have appropriate lev-
els of incentives to make prudent
investments in their systems.

The EPAct requires that the
Commission:

% Issue a final rule establishing a
simplified and generally applica-
ble ratemaking method; and

% Streamline its procedures for oil
pipelines.

To meet this mandate, the Com-
mission issued a Notice of Proposed
Rulemaking in Docket No.
RM93-11-000 on July 2, 1993, and
a Final Rule on October 22, 1993.
With the Final Rule, the Commis-
sion instituted two new proceedings
specifically to inquire into market-
based rates for oil pipelines (Docket
No. RM94-1-000), and the cost
information that oil pipelines
should include with their cost-of-
service rate filings and in their
annual reports to the Commission
(Docket No. RM94-2—-000).

The Final Rule provides a simpli-
fied and generally applicable way
for pipelines to change their rates
through use of an index. The Final
Rule also provides alternatives to
indexing. Pipelines may seek to
change their rates based on their
cost of service to justify rates higher
than a ceiling level. In addition,
they may seek rate changes reflect-
ing agreements with shippers to the
new rate, or pipelines may qualify
for market-based rates.

The Final Rule also includes new
rate filing requirements and proce-
dural reforms that reflect the new
ratemaking methods and streamline
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Kettle Creek Crossing in Pennsylvania after pipeline construction by National Fuel

Gas Supply Corporation.

Another view of Kettle Creek Crossing one year after construction.

the Commission’s internal processes
for oil pipeline cases. Certain func-
tions are delegated to the Chief
Accountant or the Director of the
Office of Pipeline and Producer Reg-
ulation. When the delegations are
effective, the Commission will abol-
ish the Oil Pipeline Board.

The revised regulations on cer-
tain tariff filing requirements and
Commission practices were effective
December 6, 1993. The more sub-
stantive section of the final rule
concerning streamlined oil pipeline
rate regulation and other procedural
changes will not become effective
until January 1, 1995, in accor-
dance with the EPAct. ¢



% Other environmental laws and
regulations.

In September 1993, the Commis-
sion implemented two recommenda-
tions from the May 1993 General
Accounting Office Report on the
Commission’s compliance and
enforcement activities. The Com-
mission now requires weekly or
biweekly environmental compliance
reports on mitigation plans for pro-
jects requiring Environmental
Impact Statements or major Envi-
ronmental Assessments. In addition,
the Commission requires schedules
and 14-day advance notification of
trenching or blasting in each water-
body more than 10 feet wide and in
coldwater fisheries. Commission
staff will inspect the sites based on
the issues associated with each
waterbody and the availability of
staff resources.

On September 15, 1993, in its
order in Florida Gas Transmission
Company, the Commission set forth
a new policy on forested wetlands.
The Commission required Florida
Gas to implement a “Forested Wet-
land Restoration and Enhancement
Plan” to minimize the impact of con-
struction through forested wetlands.
National environmental policy
strongly favors the development of
mitigation techniques that minimize
impacts on this valuable natural
resource and contribute to the
national goal of no overall net loss of
wetlands. The plan adopted in the
order includes both on-site and off-
site restoration and enhancement:

% On-site: active planting of vegeta-
tion in disturbed areas;

< Off-site: restoration of previously
disturbed areas to forested wet-
land functions and value.

The result of this two-fold mitiga-
tion will be “no net loss” of wetlands
for the entire project. The use of sim-
ilar mitigation techniques for other
projects will be evaluated on a case-
by-case basis.

Blanket Sales Certificates

Prior to Order No. 636, pipelines
were able to provide their cus-
tomers with bundled sales and
transportation services authorized
under individually issued Natural
Gas Act Section 7(c) sales certifi-
cates. Order No. 636 unbundled
sales and transportation services
and eliminated the need for individ-
ual certificates by issuing a blanket
sales certificate to pipelines provid-
ing open access transportation. In
Order No. 547, the Commission
extended blanket sales certificates
to other gas sellers who are not
interstate pipelines. Blanket certifi-
cates are automatic—without appli-
cation—and place all sellers of nat-
ural gas on equal footing.

Affiliates and Fair Market
Practices

The marketing affiliate program
guards against pipelines favoring
their marketing affiliates in provid-
ing transportation services. During
1993, the Commission initiated an
effort to reduce the reporting burden
associated with the program.

Gas Supply Competition

Natural gas imports and exports
are regulated by the Department of
Energy. The Commission has sole
responsibility for approving the
point of entry where new facilities
are required and jurisdiction over
the transportation and resale of
imported natural gas in interstate
commerce.

Many proposals which the Com-
mission authorized over the past few
years to serve consuming markets in
the Northeast, Midwest and Califor-
nia were based on Canadian and
domestic gas sources. Nine projects
involving Canadian gas sources were
approved in fiscal year 1993.

Deregulation and imports are sig-
nificant forces in gas supply competi-
tion. According to the Energy Infor-
mation Administration, imports
accounted for 2.3 trillion cubic feet,
or 11 percent of America’s total gas
consumption of 19.9 trillion cubic

feet in fiscal year 1993. Canada sup-
plied 96 percent of the imports; lig-
uefied natural gas from Algeria
accounted for the rest. Virtually all
imported gas volumes moved
through interstate gas pipeline facil-
ities. Exports to Canada and Mexico
during fiscal year 1993 totalled
nearly 200 billion cubic feet.

Producer Regulation

Producer regulation began in
1954 when the U.S. Supreme Court
held that the Commission’s NGA
jurisdiction included sales of gas by
producers in interstate commerce.
The Commission initially set well-
head prices on a company-by-com-
pany basis, then switched to area-by-
area rates, and finally to nationwide
rates. In response to continued
declines in dedicated interstate
reserves and severe gas shortages in
the interstate market, Congress
enacted the NGPA.

The NGPA established a series of
maximum lawful prices for both the
interstate and intrastate markets.
The Act also provided a phased
schedule to deregulate most new gas.
The Natural Gas Wellhead Decontro!
Act of 1989 completed the decontrol
process by deregulating wellhead gas
prices and removing the NGA’s cer-
tificate and rate filing requirements
for producers on January 1, 1993.

The Commission continues to
process a backlog of filings from
state and federal jurisdictional
agencies which are necessary for
producers to qualify for certain non-
conventional fuels tax credits avail-
able under the Crude Oil Windfall
Profits Tax Act. The Commission
will accept these filings through
April 30, 1994, and will complete its
producer-related workload by the
end of fiscal year 1994.

Oil Pipelines

The Commission has statutory
authority over the regulation of
approximately 150 interstate com-
mon carrier oil pipelines under the
Interstate Commerce Act and the



During FY 1993, the Commis-
sion received 80 applications for
EWG status. Of those, 65 were
granted, 12 were denied, and three
applications were withdrawn by the
applicant.

Electric Opinions

The Commission issued five elec-
tric opinions reviewing Adminis-
trative Law Judge’s (ALJ’s) deci-
sions, and two rehearings of
opinions. The opinions issued and
the primary issues were:

% Boston Edison, Opinion No.
376—transmission rates;

< Southern Company Services,
Opinion No. 377—intercompany
cost allocation;

% New England Power, Opinion
No. 379—post-retirement bene-
fits other than pensions policy;

% Kentucky Utilities, Opinion No.
380—prudence of fuel procure-
ment policies;

% Indiana Michigan, Opinion No.
382—prudence of fuel purchases
from affiliates.

The rehearing cases were:

0,

% Boston Edison, Opinion No.
370-A—partial requirements
service;

R
%

Southern Company, Opinion
377-A—intercompany cost
allocation.

Additionally, the Commission
issued five orders dealing with
court remands. These included:

% Rehearing of the Pacificorp
merger case on the issue of QF
access;

< A second order on the court
remand of the Pacificorp merger
case, on the retail access issue;

% Rehearing of the Tax Reform Act
adjustment to rates in South-
western Public Services;
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% An order on remand in a case
involving Ohio Power concerning
affiliate fuel prices;

» An order establishing settlement
procedures on remand of a dis-
crimination complaint in a case
involving Southern California
Edison.

L X4

Fuel Prices

The Commission has broad
authority under Section 206 of the
FPA to adjust utility rates that are
unjust and unreasonable. The Com-
mission monitors electric utility fuel
procurement practices under Section
208 of PURPA to ensure the reason-
ableness of prices passed through to
ratepayers under wholesale fuel
adjustment clauses.

In addition to tracking the level of
utility fuel costs, the Commission
uses the PURPA review to monitor
the type of charges passed through
the wholesale fuel clause. For exam-
ple, when fuel prices are falling, util-
ities generally have opportunities to
reduce costs by buying out or buying
down high-priced contracts and
replacing them with less expensive
purchases available in the market.
To encourage utilities to take advan-
tage of such cost-cutting measures,
the Commission permits fuel clause
treatment for buy-out and buy-down
expenses. And, to ensure that
ratepayers benefit from the transac-
tion, utilities are required to provide
details of the buy-out/buy-down
arrangement, while also obtaining a
waiver of the regulations before
passing such costs through the fuel
clause. Information gathered during
the PURPA review is used to verify
that the cost recovery complies with
the Commission’s regulations.

The average price of coal deliv-
ered to electric utilities during FY
1993 fell slightly from the previous
year. During the same period, the
delivered prices for both oil and gas
increased.

Qualifying Facilities

PURPA encourages cogeneration
and small power production by
requiring electric utilities to buy
electric energy from, and sell elec-
tric energy to, facilities that meet
certain qualifications. Qualifying
facilities (QF's) are exempted in
whole or in part from Federal and
State regulation.

Commission regulations permit
small power producers and cogenera-
tors that are seeking QF status
either to file a notice that their facili-
ties meet applicable standards for
certification or to apply to the Com-
mission for certification.

During FY 1993, the Commission
received 346 filings and completed
335 filings for QF status. Of the lat-
ter, 167 were small power production
and 168 were cogeneration. Among
the completed cases there were:

% Granted—72 applications;

% Denied, rejected, withdrawn, or
dismissed—four applications; and

% Self—implementing (i.e., notified
the Commission of status)—259
applications.

Applications for QF status during
FY 1993 represented approximately
5,000 megawatts (MW) of generating
capacity. Of this total, 1,600 MW
were for small power and 3,400 MW
were for cogeneration.

In the 1980-1993 period, QF fil-
ings were made for approximately
114,300 MW of existing or proposed
capacity. However, this is not neces-
sarily the operable capacity of quali-
fying facilities, nor is it necessarily a
reliable projection of future capacity.
Some projects reflected in these
amounts may not be built.



Public Utility Rates

The Commission has regulated
rates for the transmission and sale
for resale of electric energy in
interstate commerce since 1935.

During FY 1993, public utilities
filed 987 electric rate applications
addressing such issues as market-
based rates, transmission arrange-
ments, unit sale rate increases,
changes in delivery points, rate
reductions, cancellations, and other
interchange and power pool services.
Of these, 11 sought major wholesale
rate increases totaling $157 million.

FERC Electric Utility Rate

Workload, 1992
Non-

Filings Formal  Formal
In process at

beginning of year 151 90
Filed during year 950 60
Total workload 1101 150
Processed during year 895 83
In process at end

of year 206 67

When a public utility files for rate
changes or modifications to its terms
or conditions of electric service, the
Commission issues a public notice
soliciting comments, protests and
interventions. The staff acts on
many routine, uncontested filings,
freeing the Commission to decide
complex and controversial cases.
Approximately 85 percent of the
Commission’s rate filings are pro-
cessed by the staff through delegated
authority.

The Commission directly handles
major rate increases and contested
applications. The staff reviews these
filings, along with any protests or
interventions. The staff then pre-
sents these filings to the Commis-
sion, with recommendations. The
Commission may then take one of
three actions:

% Approve the application without
further review;

Electric Power

Transmission access is a key aspect in meeting the electric industry’s future
power needs.

% Reject all or part of the
application; or

< Suspend the effectiveness of the
rate application and order a hear-
ing and investigation.

When the Commission’s prelimi-
nary evaluation of an application
indicates that the rate schedule or
tariff may produce excessive rev-
enues or that the filing may be
unjust, unreasonable, unduly dis-
criminatory or preferential, the
Commission may suspend the effec-
tiveness of a rate filing for up to 5
months. At the end of the suspen-
sion period, the new rate goes into
effect, subject to refund. If the Com-
mission orders an investigation, the
case is typically assigned to an
administrative law judge for

a formal hearing, and a settlement
conference is scheduled. This gives
the parties an opportunity to resolve
the issues and arrive at terms. If this
is unsuccessful, or only partially suc-
cessful, a hearing is scheduled.

During FY 1993, the Commission
accepted 70 settlements which
resolved some or all of the issues
presented. In addition, the Commis-
sion issued 23 hearing orders involv-
ing 29 dockets.

Exempt Wholesale
Generators

The EPAct added a new Section
32 to the Public Utility Holding
Company Act of 1935 (PUHCA).
Section 32 established a new class
of electric power producers known
as Exempt Wholesale Generators
(EWGs). The Commission is
charged with determining EWG sta-
tus. On February 10, 1993, the
Commission issued regulations
(Order No. 550) covering filing
requirements for persons seeking
EWG status. Order No. 550-A was
issued on April 14, 1993.
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Fossil Fuel Prices Paid by Electric Plants in the United States

(Cents Per Million Btu)?

12 Months Ending 12 Months Ending Percent

September 30, 1992 September 30, 1993 Change
Coal 2 141.6 139.1 -1.8
Oil 3 250.2 258.9 +3.5
Gas* 223.8 263.1 +17.6

! Source: Federal Energy Regulatory Commission, FERC Form 423, Monthly Report of Cost
and Quality of Fuels for Electric Plants (Steam-electric and Combined Cycle Plants 50 MW or

greater).

2 Coal: Bituminous, Subbituminous, Lignite and Anthracite.
3 Qil: Fuel Oil Nos. 2,4,5, and 6, Crude Oil, Jet Fuel, Kerosene, and Liquified Petroleum Gas.
4 Gas: Natural Gas and Small Quantities of Coke Oven, Refinery, and Blast Furnace Gas.

Contingency Plans For
Electricity Shortages

Section 202(g) of the FPA, as
amended by PURPA, directs the
Commission to establish rules
requiring public utilities to notify it
and state regulators of possible elec-
tric power shortages and to submit
contingency plans to deal with them.
The purpose is to assure that all cus-
tomers served directly or indirectly
are treated equally if shortages
occur. On October 5, 1984, the Com-
mission issued Order No. 401 requir-
ing public utilities to file reports of
anticipated shortages, along with
amendments to previously filed con-
tingency plans. Respondents are the
Commission—-regulated public utili-
ties supplying, full or partial, firm
power requirements to wholesale
customers.

On November 16, 1992, the
Commission, in Docket No.
RM92-12-000, issued a Notice of
Proposed Rulemaking that includes,
among other things, a proposal for
amending Part 294 of our regula-
tions to allow a public utility not to
file a contingency plan or a modified
plan, if the utility includes certain
provisions in the appropriate rate
schedules. Such provisions would
ensure that the utility will treat
firm power wholesale customers
without undue discrimination or
preference and would require

reporting of modification to the
appropriate State regulatory agency
and to the affected wholesale
customers.

Rulemaking and Policy
Statement Initiatives

The Commission has dealt with
several rulemaking initiatives,
including two mandated under the
EPAct. The first related to qualifying
for Electric Wholesale Generator
(EWG) status and the second to pro-
viding information on transmission
availability. Other rules related to
carrying out the Commission’s new
transmission authority under the
EPAct, issuing the Post-retirement
Benefits Other Than Pensions
(PBOP) Policy Statement and con-
tinuing the effort begun in 1992 to
streamline our regulations.

With respect to carrying out our
new EPAct responsibilities, the Com-
mission issued the following Notices
of Proposed Rulemakings (NOPR),
final rules, policy statements and
inquiries:
< RM93-1: NOPR, final rules on

procedures to determine EWG

status;

% RM93-3: Policy Statement
(July 30, 1993) on Regional
Transmission Groups;

< RM93-10: Section 213(b) Trans-
mission Information NOPR;

% RM93-19: Notice of technical
conference and request for public
comments on transmission
pricing;

PL93-3: Good faith transmission-
service request and response
policy statement; and

% RM93-22: NOPR with respect
to notice requirements under
Section 211.

®,
%

In addition, the Commission
initiated the following rulemaking
RM93-20-000 with a NOPR to
amend reporting regulations to
require electronic filing of FERC
Form No. 1 beginning with the 1993
reporting year.

The Commission also completed
the following rulemakings:

% RM92-1-000: A final rule for
establishing accounting require-
ments for allowances for emission
of sulfur dioxide under the Clean
Air Amendments of 1990 and
assets and liabilities created
through the ratemaking actions of
regulatory agencies. The final
rule also made changes to FERC
Form Nos. 1, 1-F, 2 and 2-A by
adopting new reporting schedules
and revising other schedules for
allowances and regulatory assets
and liabilities;

% PL93-1-000: A statement of pol-
icy in response to the Financial
Accounting Standards Board
Statement No. 106 to provide
guidance to jurisdictional enti-
ties for rate recovery of post-
employment benefits other
than pensions.

With respect to the streamlining
effort, among other things, the

- NOPR in RM92-12 proposed to mod-

ify the securities issuance regula-
tions, modify some rate filing regula-
tions and update regulations under
Part 292 (reflecting changes that
have occurred since the QF program
was initiated). Additionally, in FY
1993 the Commission issued a

13
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rehearing of Order No. 541 eliminat-
ing obsolete regulations and rule
dealing with the accounting and
ratemaking for DOE Special Assess-
ments (RM93-18 NOPR).

Mergers and Corporate
Matters

The Commission is responsible
for acting on applications related to
corporate transactions including
mergers, property dispositions,
acquisitions of securities by public
utilities, and authorization to
hold various interlock positions.
Increased corporate activities con-
tinued during FY 1993.

Two significant merger cases
were undertaken during FY 1993.
These were the Entergy/Gulf States
Utilities Merger (EC92-21) and the
PSI Energy, Inc./Cincinnati Gas &
Electric merger (EC93-6). Opinion
No. 385, approving the Entergy/
Gulf States Utilities merger, was
issued on December 15, 1993. Set-
tlements have been filed for the
PSI Energy, Inc./Cincinnati Gas &
Electric merger.

Market-Based Rates

Ordinarily, the Commission fixes
cost-based rates utilities may
charge. In some cases, however, the
Commission will allow a utility to
charge “market-based rates,” rates
arrived at by negotiation between
seller and buyer. The Commission
has approved market-based rates
when the seller can demonstrate
that: (1) it and its affiliates are not
dominant in the generation market;
(2) it and its affiliates either lack
market power in transmission or
have mitigated any transmission
market power (e.g. by providing
open-access transmission service);
(8) it and its affiliates have not
erected any other barrier to entry;
and (4) it has not engaged in self-
dealing or affiliate abuse. The
Commission relies on these criteria
to ensure that the market rate is not
excessive.
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Power marketers buy and sell
power but neither own generation
or transmission facilities nor have a
franchised territory. In FY 1993, the
Commission approved two applica-
tions by power marketers to sell at
market-based rates: Louis Dreyfus
Energy Corporation in Docket No.
ER92-850-000 and MG Electric
Power, Inc. in Docket No.
ER93-839-000. ’

In Docket No. ER93-493-000, the
Commission granted Milford Power
Limited Partnership’s application to
sell power from its generating unit
at market-based rates. In Docket No.
ER93-557-000, the Commission
granted Lakewood Cogeneration,
L.P’s application to discontinue its
plans to sell power as a qualifying
cogenerator and instead to sell
power as an independent power pro-
ducer at market-based rates. The
Commission expects the number of
applications involving power mar-
keters and independent power pro-
ducers to rise in future years.

The Commission also accepted
market-based rate proposals by
Louisville Gas & Electric Company
in Docket No. ER92-533-000 and
United Illuminating Company in
Docket No. ER93-3-000 on the basis
that the utilities had mitigated any
market power they possessed by fil-
ing open access transmission tariffs
as part of their proposals.

Transmission Issues

A key aspect of meeting the indus-
try’s future power needs through
competitive processes is transmis-
sion. Assured transmission access is
necessary for traditional and nontra-
ditional sources of generation to
compete effectively. Such transmis-
sion access must be on reasonable
and nondiscriminatory terms.

On June 30, 1993, the Commis-
sion issued a notice of technical con-
ference and requests for public com-
ments on the technical, policy, and
legal aspects of transmission pricing
reform. The inquiry pursues whether
fundamental changes should be
made in our historic pricing prac-
tices. The inquiry requested com-

ment on, among other things, dis-
tance-sensitive rates, pricing of
actual versus contract path flows,
spot pricing of transmission service,
and whether our present pricing pol-
icy promotes or discourages effi-
ciency and competition in the whole-
sale generation markets. The
Commission’s goal is to reform trans-
mission pricing, if necessary, to serve
in increasing competition, reliability,
efficiency and equity.

Most of the transmission rate
schedules the Commission has on
file result from voluntary transmis-
sion by the utility that owns the
transmission system. The EPAct
expanded the Commission’s author-
ity to compel a utility to provide
transmission service. As a result, in
FY 1993 the Commission evaluated
its first four requests to order trans-
mission service under the FPA as
amended by the EPAct.

In Docket No. TX93-1-000, the
Commission denied an application
by Tex-La Electric Cooperative to
compel Texas Utilities Company to
provide transmission service. The
Commission determined that Tex-
La, in requesting terms for a power
sale, did not make a proper request
for transmission service.

In Docket No. TX93-2-000,
directing American Electric Power
Company (AEP) to provide trans-
mission service for the Blue Ridge
Power Agency, the Commission set
for hearing a question of contract
interpretation.

In Docket No. TX93-3-000, an
application by Wisconsin Electric
Power Company requesting the
Commission to order Upper Penin-
sula Power Company to provide
transmission service, was with-
drawn by mutual agreement of the
parties.

In Docket No. TX93—4-000, the
Commission ordered Florida Power
& Light Company to provide net-
work transmission services to
Florida Municipal Power Agency.

In the last year, there has been
an increase in the number of utili-
ties filing transmission tariffs. In
FY 1993, the Commission approved



or set for hearing transmission tar-
iffs for Florida Power & Light
Company, American Electric Power
Company, New England Power
Company, and Southwestern
Electric Power Company.

At the compliance stage of a
merger proceeding, the Commission
approved an open access tariff filed
by Public Service Company of Col-
orado in Docket No. ER92-317-000.
Also, as noted above, the Commis-
sion accepted transmission tariffs
filed by United Illuminating Com-
pany and Louisville Gas and Electric
Company as part of their market-
based rate proposals. Finally, in the
Northeast Utilities merger proceed-
ing, the Commission left, to the com-
pliance stage, all issues about the
transmission tariff that NU had
promised to file in support of its
merger. The Commission summarily
resolved, without hearing, 37 issues
raised in that docket.

In a number of dockets, the oper-
ating utilities of Southern Company
proposed to price transmission serv-
ice by assessing a separate charge
for service provided by each of the
affiliated utilities. The Commission
rejected this methodology and
directed that the transmission rates
reflect a single Southern Company’s
average system-wide transmission
rate. This rate treatment is consis-
tent with that adopted for transmis-
sion services provided by other affili-
ated multi-utility systems like
American Electric Power, Northeast
Utilities, Northern States Power
Companies, Entergy, and Western
Resources.

Rule Requiring Transmis-
sion Information

The Commission issued a Final
Rule that established a new report-
ing form (Form 715) entitled Annual
Transmission Planning and Evalua-
tion Report. The reporting, required
by the Energy Policy Act of 1992, is
to inform potential transmission cus-
tomers, State regulatory authorities,
and the public of potentially
available transmission capacity and
known constraints.

Besides setting up the informa-
tion requirements, the rule is also
intended to support or complement
the Commission’s expanded author-
ity to order wheeling and to provide
information to analyze transmission
rate filings. The rule requires certain
“transmitting utilities” to file infor-
mation. A transmitting utility is any
electric utility that owns or operates
electric power transmission facilities
used for the sale of electric energy at
wholesale. Besides investor-owned
utilities, the term also encompasses
any person or State agency (includ-
ing any municipality), cooperatives,
and qualifying facilities. Filings are
due April 1, 1994.

Waiver of Notice

Under the FPA, utilities are
required to provide 60 days notice to
the Commission and to the public of
any rate schedule changes, unless
the Commission otherwise orders.

In Docket No. ER91-457-000, the
Commission placed all utilities on
notice that, to the extent they were
transacting under agreements not
yet on file with the Commission, the
utilities had 60 days after publica-
tion of the order to file such rates
without penalty. For filings submit-
ted after the 60-day amnesty period,
utilities would be permitted to
charge only the variable operation
and maintenance expenses until the
Commission accepted the rates.

In a series of subsequent cases,
the Commission’s waiver policy was
further clarified with respect to out-
standing issues and interim amnesty
periods were established. This led to
a technical conference with the
industry on January 25, 1993, to dis-
cuss issues involving jurisdiction,
waiver of notice and future applica-
tion of the Commission’s refund pol-
icy. On July 30, 1993, the Commis-
sion, in Docket No. PL93-2-002,
issued an order providing guidelines
on jurisdiction and creating a final
amnesty period expiring on Decem-
ber 31, 1993. Under this amnesty
period, all utilities providing juris-

dictional service are required to have
their agreements for such service on
file to ensure that they will not face
refund exposure for the interest
costs associated with revenues col-
lected prior to having the agreement
on file.

Federal Power Marketing
Rates

Congress assigned the responsi-
bility for marketing power from vari-
ous Federal hydroelectric develop-
ments to the Department of Energy
(DOE) under the DOE Organization
Act. These projects were constructed
primarily by the U.S. Army Corps of
Engineers and the Bureau of Recla-
mation. The Secretary of Energy has
delegated final authority to the Com-
mission to approve or disapprove the
rates charged by the following power
marketing agencies:

< Alaska Power Administration;

Southeastern Power
Administration;

R
*»*

% Southwestern Power
Administration;

<

» Western Area Power
Administration.

In addition, Congress, in the
Pacific Northwest Electric Power
Planning and Conservation Act,
assigned to the Commission direct
responsibility for confirming and
approving or disapproving the
rates of the Bonneville Power
Administration.

As of January 1, 1993, about
130 federally owned hydroelectric
projects requiring Commission-
approved rate schedules were in
operation and one was under con-
struction. The projects had an
installed capacity of over 34,000
megawatts. The Commission is also
responsible for approving rates for
transmitting non-Federal power
over Federal transmission lines.
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During FY 1993, the Commission
received 12 Federal rate filings (rep-
resenting rate increase amounts
totalling $476 million) and com-
pleted 11 filings (representing rate
increase amounts of $464 million).

Security Issuances

Under Section 204 of the FPA,
the Commission regulates the
issuance of securities or assumption
of obligations and liabilities by pub-
lic utilities, if such activities are not
otherwise regulated by a state
commission. During FY 1993, the
Commission processed 72 Section
204 applications authorizing about
$11 billion of security issues and
assumption of obligations and
liabilities.

Regional Transmission
Groups

The Commission issued a Policy
Statement in July encouraging the
development of regional transmis-
sion groups. The policy statement
contains guidance on the basic com-
ponents that should be included in
regional transmission group agree-
ments filed with the Commission
by jurisdictional investor owned
utilities.

Activity in this area is progressing
in several regions. The policy state-
ment includes the following criteria
for properly structured regional
transmission groups:

< Broad contiguous membership;

% Service and expansion
commitments;
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Coordinated planning
mechanisms;
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Open participation that includes
state commissions;

R
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Fair governance; and
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0‘0

Alternative dispute resolution
procedures.

The criteria are flexible but con-
tain a fair amount of guidance. An
important part of the Commission’s
policy statement for regional trans-
mission groups is a willingness to
give appropriate deference to deci-
sions rendered by regional transmis-
sion groups.

Properly structured regional
transmission groups may enable the
wholesale market to operate in a
more competitive, efficient manner.
Regional transmission groups, with
the information coming out of the
information rulemaking and the
new procedures for “good faith”
requests and responses, may also
help resolve transmission disputes
voluntarily and reduce the number
of applications made to the Commis-
sion for mandatory transmission
access. The alternative dispute reso-
lution process may be particularly
useful in resolving technical and
reliability issues. ®




Hydroelectric power offers an
abundant, clean source of electric
energy. In FY 1993, hydroelectric
plants supplied approximately 10
percent of America’s electrical
energy. The Commission regulates
about half of this amount.

Conventional hydroelectric proj-
ects generated an estimated 295.7
billion kilowatt-hours of electricity
during the year, saving some 506
million barrels of il or 116 million
tons of coal. In addition to providing
significant generating capacity,
hydroelectric projects authorized by
the Commission can improve fish
and wildlife habitats, recreational
opportunities, flood control, and
water supply.

Legislation passed during the
1970s offered regulatory and tax
incentives for new hydroelectric
projects. Electric utilities were
required to purchase power from
certain small power producers,
including hydro projects under 80
MW. An energy tax credit was
established under the Crude Oil
Windfall Profits Tax Act. (The Act
has since expired, affecting filings
not docketed at the Commission by
December 31, 1985. Application fil-
ings increased prior to this deadline
and have declined since.)

Hydropower Resources
Assessment

As of September 30, 1993, the
Commission estimated the Nation’s
developed and undeveloped hydro-
electric power potential at 150.2 mil-
lion kilowatts of conventional hydro-
electric generating capacity. Of this
total, 74.1 million kilowatts are
already developed.

The September 30, 1993, estimate
of hydroelectric resources is based on
an annually updated inventory of
potential hydroelectric power sites.
In addition to 2,332 existing plants,
79 plants under construction are
capable of producing 3.8 billion kilo-
watt-hours of electricity annually.
There are 5,022 sites with undevel-
oped generating potential of 224
billion kilowatt-hours.

Hydroelectric Power

Cascade Power, a small hydro project located on Little River near Brevard, North
Carolina, with a capacity of 825 KW.
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The leading states in hydroelec-
tric production are Washington, Cali-
fornia, and Oregon with 100.1, 41.1,
and 28.8 billion kilowatt-hours,
respectively. The greatest undevel-
oped average annual generation
exists in Washington, California, and
Idaho, with 31.5, 24.3, and 22.7 bil-
lion kilowatt-hours, respectively.

Licensing

The FPA and the PURPA provide
alternatives in developing a hydro-
power project. A developer may, as a
first step, seek a preliminary permit.
A permit gives the developer time to
perform feasibility studies while
maintaining priority to apply later
for a license or an exemption for
licensing. Since a preliminary permit
is not a prerequisite for a license, a
developer may also file directly for a
license or an exemption. The Com-
mission’s regulations detail the filing
procedures.

Exemptions may be obtained for
projects if:

< Generating capacity is being
installed or increased;

% The applicant has all of the real
property interests necessary to
develop and operate the project;

Either the project will be located
at a pre-1977 dam and have 5 MW
or less installed capacity; or the
project will use the hydropower
potential of a man-made conduit
used primarily for purposes

other than hydropower, and the
installed capacity is 15 MW or less
(40 MW or less for states and
municipalities); and

2
0’0

% The project’s capacity is less than
5 MW (15 and 40 MW limit for
conduit exemptions).

In FY 1993, the Commission
issued nine licenses for new projects,
20 relicenses, and three exemptions
from licensing for hydropower
projects.
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Comprehensive
Development

The FPA, amended by the Elec-
tric Consumers Protection Act of
1986, requires the Commission to
give equal consideration to develop-
mental and non-developmental uses
of the waterway on which a project
is located. The Commission weighs
the economic and environmental
tradeoffs of the various uses of the
waterway when determining
whether, and under what conditions,
to issue a hydropower license.

The Commission independently
evaluates the environmental impacts
that would result from licensing pro-
posed, and relicensing existing,
hydroelectric projects.

Staff considers the recommenda-
tions of:

% Federal and State natural
resource agencies;

< Indian tribes affected by project
construction or operation; and

< Other concerned individuals and
entities.

The staff also evaluates each
project’s consistency with relevant
State and Federal comprehensive
plans.

The Commission’s assessment of a
project’s environmental and engi-
neering aspects often leads to special
license articles. These articles fre-
quently require the licensee to
implement specific mitigative or
enhancement measures. Unresolved
major hydropower-environmental
resource conflicts may cause the
staff to recommend an alternative
project design, or denial of a license.

Environmental Impact
Statements

In June 1993, the Commission
issued two draft environmental
impact statements (DEISs) and one
supplement to a DEIS (SDEIS). One
DEIS was for seven projects (total
existing and proposed capacity of
55.58 megawatts [MWs]), all on the
Androscoggin River in New Hamp-
shire. That DEIS analyzed the effect

of issuing new licenses for the con-
tinued operation of the projects, the
effect of installing additional gener-
ating capacity at two projects, and
the effect of raising the reservoir
surface elevation for increased
energy generation at one project.
The second DEIS was for the pro-
posed 600-MW River Mountain
Pumped Storage Hydroelectric Proj-
ect No. 10455, to be located west of
Russellville, Arkansas. Lake Dard-
anelle, an existing 34,300-acre Fed-
eral facility managed by the Corps
of Engineers, would serve as the
project’s lower reservoir.

Further, the Commission staff
also issued a SDEIS for the pro-
posed 10.3-MW Shelley Hydroelec-
tric Project No. 5090, to be located
on the Snake River in Bingham
County, Idaho. The Commission
reevaluated the project’s environ-
mental consequences because of
new information received on
riparian habitat mitigation, river
ice formation, wildlife impacts, and
project economics.

Third-Party Contracting

When the Commission is required
to prepare an EIS under the NEPA
for a license application, the EPAct
authorizes the Commission to per-
mit hydro applicants—at their
option—to pay outside contractors to
prepare the EIS. The program was
initially limited to applications filed
after the EPAct was enacted. The
program has now been expanded to
include all applications. Hydro
applicants can choose a contractor
from the Commission-approved list.
The Commission will then review
the choices, approve the selection
and oversee all contractor-prepared
documents. This process will allow a
potential licensee to expedite the
environmental review process by not
having to wait until the Commission
has sufficient funds available to
prepare an EIS.

The Commission selected 27
firms as qualified contractors to
prepare environmental impact
statements (EISs) for hydroelectric
projects.



A flow demonstration study at the Winooski River Project in Vermont, one of many under consideration for relicensing.

Project Relicensing

The 157 relicense applications
filed for projects with licenses expir-
ing in 1993 comprise a large part of
the Commission’s current and
future workload. Of the 157 appli-
cations, the Commission by the end
of FY 1993 issued 18 new licenses.
One relicense application was with-
drawn. In addition, the Commission
completed nine single-project envi-
ronmental assessments and one
draft environmental impact state-
ment covering seven projects.

In FY 1993, the Commission con-
tinued its outreach program and par-
ticipated in hydropower conferences
to inform license applicants, Federal

and State agencies, public interest
groups, and Indian tribes about a
variety of topics. Topics included how
to improve the licensing process,
third-party contracting, assessing
cumulative environmental impacts,
and how the public may become more
involved in the NEPA process.

Joint Preparation of
Environmental Documents

The Commission prepared, and
will continue to prepare, NEPA
documents with the Forest Service
and other cooperating agencies,
such as the Bureau of Land
Management and the Army Corps
of Engineers.

Relicensing Roundtable

On June 17, 1993, the Chair
offered a unique opportunity for a
broad spectrum of organizations to
discuss the Commission’s approach
to processing pending relicense
applications. Participants in the
Relicensing Roundtable represented
American Rivers, Trout Unlimited,
the American Whitewater Affilia-
tion, the Native American Rights
Fund, the Department of the Inte-
rior, the National Marine Fisheries
Service, the Forest Service, the
Environmental Protection Agency,
the National Hydropower Associa-
tion, and the states of Wisconsin,
Michigan, Maine, and New York.
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Discussions focused on how the
Commission would address the
cumulative environmental impacts
of multiple projects located in the
same river basin in NEPA
documents.

Administrative Reforms
and Proposals

As a result of the Relicensing
Roundtable, several administrative
reforms have been implemented,
including: increasing the number of
EISs; regrouping analyses of pend-
ing original and new license applica-
tions into more multiple-project
NEPA documents; providing
increased opportunities for public
input in preparing environmental
assessments; and promoting settle-
ment agreements.

In addition to these administra-
tive reforms, the Commission also
issued two notices on September 15,
1993, requesting public comment on
significant programmatic issues
raised at the Roundtable and else-
where. The notices concern the
decommissioning of licensed projects
and the use of reserved authority in
licenses to address cumulative envi-
ronmental impacts.

The Energy Policy Act of
1992

The EPAct contains seven sections
relating to the Commission’s
hydropower program.

Section 1701(b) vacated the defi-
nition of “fishway” in the Commis-
sion’s regulations and provides that
any future rulemaking definition
would need the concurrence of the
Departments of the Interior and
Commerece.

Section 2403 authorizes third-
party contracting that permits cer-
tain applicants to select a Commis-
sion-approved contractor to prepare
an EIS.

Section 2408 requires the Com-
mission to file a study with Congress,
prepared in consultation with the
State of Hawaii, on hydroelectric
licensing in Hawaii. The study’s pur-
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pose is to consider whether licensing
authority should be transferred to
the State of Hawaii.

Other provisions of the EPAct
address: (1) collecting administra-
tive charges for federal and state
agency studies or other reviews
that were carried out in adminis-
tering their responsibilities under
Part I of the FPA; (2) restricting a
licensee’s right of eminent domain
under Section 21 of the FPA over
certain categories of lands owned
by a state or political subdivision;
(3) amending Section 501 of the
Federal Land Policy and Manage-
ment Act to include under its provi-
sions Commission licensees; and (4)
prohibiting the Commission from
issuing an original license or
exemption for a new project located
within the boundaries of any unit
of the National Park System, if the
project would have a “direct
adverse effect on Federal lands
within any such unit.”

Memoranda of
Understanding

On November 6, 1992, the Com-
mission and the U.S. Department
of the Interior signed a memoran-
dum of understanding (MOU) to
establish procedures and guide-
lines for determining if the Com-
mission, or the Bureau of Reclama-
tion (BOR), has jurisdiction over
non-Federal hydropower develop-
ment at individual BOR projects.
This is a joint effort to expedite
development of renewable hydro-
electric power resources at existing
BOR facilities.

On January 11, 1993, the Com-
mission and the U.S. Fish and
Wildlife Service signed a MOU for
cooperating and coordinating
agency review of hydroelectric
development applications. An
interagency hydropower taskforce
was formed to develop future writ-
ten understandings.

Dam Safety

Dam safety receives top priority
in the Commission’s hydropower

program. All of the Commission’s
licensed projects are inspected regu-
larly to ensure their safety. The
Commission’s dam safety program
is the largest in the Federal Gov-
ernment. The Commission cooper-
ates with other agencies, as appro-
priate, in carrying out the program.

The Commission’s dam safety pro-
gram ensures that licensed and
exempted projects are properly con-
structed, operated, and maintained
to protect life, health, and property.
The program complies with the Fed-
eral Guidelines on Dam Safety
issued in 1979 under Presidential
Executive Order.

A licensee must retain an indepen-
dent board of consultants to review
the design and construction of major
or complex projects. Commission reg-
ulations require an independent con-
sulting engineer, approved by the
Commission, to inspect and evaluate
certain projects at five-year intervals
after they become operational. They
inspect and evaluate these projects
to identify any actual or potential
deficiencies that might endanger
public safety.

If deficiencies are discovered, dam
owners are required to take remedial
actions, ranging from minor mainte-
nance to major repairs.

Since 1981, over 290 dam safety
modifications have been completed
at a total cost of about $500 million.
At the end of FY 1993, there were 90
ongoing modifications at a total esti-
mated cost of $300 million.

If dam safety repairs are not fea-
sible or too costly, dam removal is an
option. In FY 1993, the Commission
approved the licensee’s proposal to
remove Mussers Dam (a wooden
dam) in Pennsylvania. The dam,
classified as having a high hazard
potential (failure of the dam might
endanger human life or cause signifi-
cant property damage), could not be
adequately repaired to meet Com-
mission standards. The staff closely
monitored the decommissioning
activities and coordinated with Fed-
eral and State resource agencies to
ensure that necessary mitigative
measures were implemented.



There is a concern about possible
effects on dams from seismic events.
Varying degrees of seismic activity
have been recorded east of the Rocky
Mountains, and there is concern of a
repeat of the New Madrid, Missouri,
and the Charleston, South Carolina,
earthquakes. The Commission has
retained the services of expert con-
sultants to assist staff in addressing
these issues on specific dams. In
addition, there has been an increas-
ing concern about the possibility of a
large magnitude earthquake that
could affect areas of Oregon and
Washington west of the Cascade
Mountains. The Commission staff is
monitoring and evaluating the seis-
mic research in this area. Projects
potentially affected will require more
site specific seismicity evaluation
and subsequent structural analyses.

Work on the Commission’s Engi-
neering Guidelines continued during
FY 1993. A Probable Maximum
Flood (PMF) Standard was devel-
oped to ensure that PMF determina-
tions are more confident and can be
independently verified. Plans were
also completed for developing new
Guidelines for monitoring and
instrumentation of dams and for
analyses of dams. Also, a study was
completed in cooperation with the
Electric Power Research Institute to
develop a methodology to refine, on a
regional basis, the National Weather
Service Probable Maximum Precipi-
tation (PMP) estimates for the states
of Michigan and Wisconsin.

Under the Memorandum of Agree-
ment (MOA) with the Department of
Energy and the Nuclear Regulatory
Commission, the staff continues to
perform dam safety inspections of
dams under the jurisdiction of these
agencies. Approximately 100 such
inspections were made in FY 1993.
The Commission has also initiated
efforts to work more closely with
states to improve dam safety. The
Commission has entered into an
MOA with the State of Washington
and has a number of informal agree-
ments with other States.

Hydroelectric Power

Commission employee Eugene Gall (on the right), accompanied by personnel from
Orange and Rockland Utilities, conducts emergency inspection of penstock at the
Swinging Bridge project in New York on Christmas Day.

The Commission also requires
emergency action plans (EAPs) for
all dams unless it is satisfactorily
demonstrated that no reasonably
foreseeable project emergency would
endanger life, health, or property.
EAPs provide an early warning sys-
tem in case of sudden emergencies
caused by natural disasters—such
as hurricanes and earthquakes.
Their purpose is to provide maxi-
mum public protection at all times.
The Commission conducted 40 func-
tional exercises in FY 1993 to test
the EAPs under simulated disaster
conditions. These exercises included
the state and local disaster pre-
paredness agencies responsible for
emergency evacuation.

At the end of FY 1993, a Memo-
randum of Agreement (MOA) was
finalized with the Federal Emer-
gency Management Agency (FEMA)
to provide training for state regu-
lated dam owners and evacuation
agencies. The training will include
EAP development and comprehen-
sive EAP exercises consistent with

the Commission program. The
training will also be coordinated
with the Association of State Dam
Safety Officials.

The Commission has issued
Guidelines for Public Safety at
Hydropower Projects. The Commis-
sion cooperates with project owners
in assessing the need for safety
devices or other safety measures and
solving safety problems. These
guidelines describe the types of pos-
sible hazards at hydropower facili-
ties and the safety devices or
measures that can be used to protect
the public. The Commission staff
ensures that licensees and
exemptees install and maintain the
appropriate public safety devices.

During FY 1993, the Commission
staff conducted about 2,200 dam
safety inspections and completed
final review of 135 reports of inspec-
tions by independent consultants.
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Commission staff monitor decommissioning activities as Mussers Dam on Middle Creek in Pennsylvania is dismantled.

Compliance

The hydropower compliance pro-
gram ensures, through monitoring
and investigation, that the terms
and conditions of issued licenses and
exemptions are adhered to and that
actions to protect life, health, prop-
erty, and the environment are taken
promptly.

The number of filings related to
non-capacity amendments of license
increased from about 100 in FY 1981
t0 2,163 in FY 1993. These filings
reflect the compliance requirements
contained in licenses and exemptions
and proposed post-licensing changes
to the original project.
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In FY 1993, the Commission
issued 42 orders to require compli-
ance with the FPA and Commission
orders, rules and regulations.

Under Section 31 of the FPA,
hydroelectric licensees, exemptees,
and permittees are subject to civil
penalties of up to $10,000 per day for
violating Part I of the FPA or any
regulations or terms and conditions
imposed under that Part. The Com-
mission completed 13 civil penalty
actions under section 31 in FY 1993.
A total of $279,100 in civil penalties
was assessed. The penalties ranged
from $206,100 for a dam safety viola-
tion, $8,000 for failing to comply
with fish protection requirements, to
the termination of licenses for failing
to construct the project.

During FY 1993 the Commission
also conducted 36 audits to improve
licensee and exemptee compliance
with the terms and conditions of
their licenses and exemptions.

Water Quality

Maintaining State water quality
standards and protecting existing
aquatic resources are important
considerations in processing license
applications and post-licensing
activities. When a license or an
amendment to a license is issued,
the Commission seeks to ensure
that water quality resources are
maintained or enhanced.



Project effects on dissolved oxy-
gen, aeration, water temperature,
and water chemistry are carefully
examined. If, after reviewing site
specific conditions, there is reason to
believe that a project’s operation
may adversely affect water quality,
changes in project facilities may be
required to minimize or mitigate for
these impacts. Monitoring may also
be required to ensure that the proj-
ect is operated to maintain the
required water quality.

To promote basin-wide synthesis
and modeling of water quality and
flow information, the Commission
required nine projects on the Ohio
River to form a Water Quality Man-
agement Group (WQMG). Under the
Commission-approved plan, projects
belonging to the WQMG will share
water quality data collected at each
project. The WQMG will use this
information to present recommenda-
tions to the Commission for future
license provisions to allow maximum
power generation without violating
state water quality standards.

Headwater Benefits

Section 10(f) of the FPA requires
that the Commission determine how
much an owner of a downstream
non-Federal hydropower develop-
ment must pay the United States or
an upstream licensee for the benefits
provided by the upstream project.

Total headwater benefits assess-
ments of approximately $233 mil-
lion have been made since the pro-
gram began in 1920. In FY 1993,
the Commission assessed $5.3 mil-
lion for approximately 2,800 giga-
watt-hours of additional energy
generation from river regulation
provided by upstream Federal proj-
ects. In addition, the Commission
finalized a $2.7 million assessment
for benefits received at Louisville
Gas and Electric Company’s Ohio
Falls Project No. 289.

To accelerate the collection of
assessments due the U.S. Treasury,
the Commission initiated 20 river

Hydroelectric Power

basin studies during FY 1993.
These studies will finalize interim
annual assessments for seven previ-
ously studied river basins and gen-
erate new assessments for approxi-
mately 52 hydropower projects in 13
river basins. The Commission also
completed the conversion of the
Headwater Benefits Energy Gains
Computer Model from a mainframe
to a personal computer application.
The conversion will permit wider
distribution of the model to the
hydropower industry and help
economize the study process.

Jurisdiction

The Commission reviews unli-
censed operating projects to deter-
mine whether they are required to
be licensed pursuant to Section 23(b)
of the FPA. In FY 1993, 10 orders on
jurisdiction were issued. From
April 1986 to September 1993, the
review of unlicensed operating
projects resulted in 81 orders finding
that licensing is required and 69
orders finding that licensing is not
required.

Power Site Lands

During FY 1993, the Commission
processed 265 applications for non-
waterpower uses of Federal lands
reserved for waterpower purposes.
These non-waterpower uses included
110 mining claims, seven mineral
leases, 17 rights-of-way, and 131
determinations under the FPA.

All of the approximately 754
active power sites established under
Section 24 of the FPA have been
identified by township, range, and
section for the public land states,
and by Federal Reservations for the
other states. This allows more expe-
ditious handling of requests for
other uses of the powersites by the
Bureau of Land Management and
the Commission.

Resource Issues

In the 1960s, original licenses
included provisions (reopener arti-
cles) allowing the Commission to
modify projects to ensure that
adjustments could be made to
accommodate future environmental
resource needs. Use of these provi-
sions to any significant degree began
in 1990. As the demands on the
Nation’s water resources increase,
the calls to modify the requirements
of existing hydroelectric facilities
will also increase.

Requests to modify license
requirements include: withdrawal of
water for municipal water supplies;
installing fish passage facilities;
enhancing recreational facilities;
modifying reservoir surface eleva-
tions; providing additional minimum
flows below project dams; and
improving water quality.

Municipal water supply is the pri-
mary focus at the Lake Gaston (No.
2009), the Lower Mokelumne River
(No. 2916), and the New Don Pedro
(No. 2299) Projects. In each case, the
Commission is examining whether
or how the water should be allocated
to competing resource uses.

At the Lake Gaston Project, the
licensee requested Commission
approval to install a pumping facil-
ity in the reservoir that would allow
the trans-basin diversion of reser-
voir water for municipal water sup-
ply. An environmental assessment
was issued which recommended an
EIS be prepared.

A complaint of fish kills from
resource agencies prompted a
review of the operation of the Lower
Mokelumne River Project. This
review is being conducted based on
the reopener articles in the existing
license. The draft EIS recommends
increases in the minimum flows
below the project and a variety of
non-flow related actions to protect
the fish and wildlife resources.
These recommendations are care-
fully weighed against the loss of
storage in a reservoir that provides
municipal water supply for 1.2
million people in Oakland, Cali-
fornia, and vicinity.
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Vertical slot fish ladder at the Bellows Falls project on the Connecticut River in Vermont.

The New Don Pedro Project
license contains provisions for reex-
amining the flows available for the
chinook salmon and the City of San
Francisco. There is considerable con-
troversy about how to reallocate the
water to protect the water supply for
2.3 million people and adequately
protect the chinook salmon fishery.

Fisheries

In FY 1993, the Commission
continued its efforts to ensure that
fishery resources are protected
and enhanced. Before issuing a
license, the Commission staff con-
ducts an independent environmen-
tal analysis, using either an envi-
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ronmental assessment or an envi-
ronmental impact statement, and
develops appropriate terms and
conditions to maintain and
enhance the fishery. After a license
is issued, the compliance staff
monitors these terms and condi-
tions to ensure compliance.

The compliance staff continues to
work with other agencies and
licensees to improve fish passage.
For example, a new Denil fishway
and fish elevator, including trap and
sort facilities, began operating in the
summer of 1993 at the Cataract
Project No. 2528, on the Saco River
in Maine. These facilities will aid in
restoring Atlantic salmon, Ameri-
can shad, and river herring to the

river. The Commission also
reviewed and approved fish passage
facilities, fish screens, and
trashrack designs to protect migrat-
ing fish from entrainment at the
Wilton (No. 11055) and Halifax (No.
2552) Projects in Maine, the Lake
Flower Project (No. 8369) in New
York, the Ashton St. Anthony Pro-
ject (No. 2381) in Idaho, and the
Spring-Gap-Stanislaus Project (No.
2130) in California.

The compliance staff continues to
encourage development of fish protec-
tion measures. In August 1993, the
Commission approved the construc-
tion of a Bioengineering Test Facility.
This facility would be financed and
built through a cooperative effort
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Kayaking in the Tallulah Gorge of the North Georgia Project.

among nine licensed hydroelectric
projects in the Upper Ohio River
Basin. The facility would be designed
to test the latest technologies avail-
able to minimize fish entrainment
and turbine-induced mortality.

During FY 1993, the environmen-
tal contractor assessed how outmi-
grating Atlantic salmon smolts uti-
lized the bypass reach at the China
Mill Project No. 10900. As part of the
Atlantic Salmon Restoration Pro-
gram, the project bypass reach is
stocked with salmon fry.

Recreation

Data collected by the Commission
from 1990 through 1992 for approxi-
mately 1,000 licensed developments
(a project may consist of one or more
developments) show that annual
public use exceeded an average of
81,000 recreation days per develop-
ment. Recreational development
includes facilities for camping, pic-
nicking, swimming, boating, hiking,
fishing, and hunting. There are over
28,000 tent/trailer/recreational vehi-
cle sites, more than 1,100 miles of
trails, and 1,200 picnic areas at
Commission licensed facilities. The
total surface area of reservoirs at
licensed projects is more than 3 mil-

lion acres. License applications for
major hydropower projects include
recreational plans for the project
area. Those applying for a license
are expected to review recreational
needs in the project area and to pro-
vide public recreational facilities
during the license term. With few
exceptions, such as unsafe areas,
project lands and waters are avail-
able to the public.

Increased shoreline development
and public recreation opportunities
have resulted in a greater need to
protect and minimize conflicts
between public uses, environmental
resources and power production.¢
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List of Commission Personnel
(As of end of FY 1993)

Chair . . . . . . . . . e Elizabeth A. Moler

Commissioners. . . . . .. ... ......... Vicky A. Bailey
James J. Hoecker
William L. Massey

Donald F. Santa, Jr.

Office Directors

Office of Pipeline Regulation . . . . . . .. .. .. Kevin P. Madden
(208-0700)

Office of General Counsel . . . . . . .. ... ... Susan Tomasky
(208-1000)

Office of Electric Power Regulation. . . . . . . .. dJ. Steven Herod
(208-1200)

Office of Hydropower Licensing. . . . . . .. ... Fred E. Springer
(219-2700)

Office of Economic Policy . . . .. ... ... ... Richard P. O’Neill
(208-0100)

Office of External Affairs . . . . . ... ... ... Rebecca Schaffer
(208-0004)

Office of the Executive Director. . . . . . . .. .. Christie McGue
(208-0300)

Office of Chief Accountant. . . . . .. ... . ... Russell E. Faudree, Jr.
(219-2600)

Office of the Secretary. . . . . .. ... ... ... Lois D. Cashell
(208-0400)

Office of Administrative Law Judges. . . . . . . . Curtis L. Wagner, Jr.
(219-2500)
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Hydroelectric Power Table
(Projects For Which Licenses Will Expire
Between January 1, 1994, And December 31, 1998—See 18 CFR §16.3)

License FERC Facilities Period
Expiration Project Installation Under of Subject
Date Licensee No. State County River (KW) License* (Years) Federal
94/11/30 Montana Power Co 2188 MT Cascade Missouri 286100 DMRSPHTL 46 N
94/12/31 Arizona Public Service Co 2069 AZ Yanapai Fossil Creek/ 7000 RSPITU 50 N
Verde River PKPHTL
94/12/31 City of Seattle 2705 WA Whatcom Newhalem 1750 DM PH 24 N
95/04/30 Ketchikan, City of 1922 AK Ketchikan Beaver Falls 7100 DM PH 50 N
Division Creek
95/06/30 Wisconsin Public Service Corp 1999 WI Marathon Wisconsin 5400 DM PH 20 N
95/12/31 Pacific Gas & Electric Co 2687 CA Shasta Pit 63000 DM PH 30 N
95/12/31 Pacific Gas & Electric Co 2699 CA Calaveras Angels Creek 1400 DM PH 30 N
96/04/30 Southern Calif Edison: Co 1930 CA Kern Kern River 24992 DM PH 50 Y
96/04/30 Southern Calif Edison Co 1932 CA San Lytle Creek/ 400 DM PH 50 Y
Bernardino Santa Ana River
96/04/30 Southern Calif Edison Co 1933 CA San Santa Ana River 4000 DM PH 50 Y
Bernardino
96/04/30 Southern Calif Edison Co 1934 CA San Mill Creek/ 3250 DM PH 50 Y
Bernardino  Santa Ana River
96/06/29 CP National Corp 1986 OR Baker Rock Creek/ 800 DM PH 50 Y
Powder River
96/06/30 Maverick Co Wtr Dist 1952 TX Maverick Maverick Canal 0 RS 50 N
96/11/05 Pacific Gas & Electric Co 2019 CA Calaveras Angels Creek/ 3600 DM PH 50 Y
Clovey Creek
97/01/29 Pacificorp 1927 OR Douglas N. Umpqua River 185000 DM PH 50 N
97/05/11 Minnesota Pwr & Light Co 2663 MN Morrison Crow Wing River 1520 DM PH 30 N
97/08/31 Georgia Power, Co. 1951 GA Baldwin QOconee River 45000 DM PH 50 N
97/12/23 Idaho Power Co 2061 D Twin Falls Snake River 60000 DM PH 50 N
97/12/31 Central Maine Power Co. 2612 ME Somerset Dead River 0 DMRS 50 N
98/01/31 Wisconsin River Power Co 1984 WI Adams Wisconsin River 35000 DM PH 47 Y
98/02/28 Idaho Power Co 1975 ID Gooding Snake River 69000 DM PH 50 Y
98/02/28 Wisconsin Elec Power Co 1980 MI Dickinson Menominee River 22700 DM PS 50 Y
98/03/31 Bonners Ferry, City of 1991 D Boundary Moyie River 3975 DM PH 48 N
98/06/30 Northern States Power Co 1982 WI Chippewa Chippewa River 33000 DM PH 48 Y
98/06/30 Herber Light 49 1994 uT Wasatch Snake Creek 750 PH 49 N
99/02/28 Southern Cal Edison 2017 CA Fresno San Joaquin R 84000 DM PH 50 Y
99/03/30 Bangor Hydro Elec. Co. 2622 ME Penobscott W Br Penobscott R 3440 DM PH 33 N
99/05/31 Green Mt. Pwr. Corp 2674 vT Addison Otter Cr. 2400 DM PH 50 N
99/05/31 Idaho Power Co 2777 D Twin Falls Snake R 34500 2DM 2PH 50 N
99/05/31 Idaho Power Co 2718 ID Jerome Snake R 12400 DM PH 50 N
99/08/31 Holyoke Wtr & Pwr 2004 MA Hampden Connecticut R 42865 6DM 6PH 50 N
99/09/30 Lwr Val Pwr & Lt Co 2032 wY Lincoln Strawberry Cr 1500 DM PH 50 Y
99/09/30 Internat Paper Co 2375 ME Oxford Androscoggin R 19540 3DM 3PH TL 50 N
99/09/30 Aquamac Corp 2927 MA Essex S. Merrimack CNL 250 DM PH 39 N
99/09/30 Otis Hydro-elec. Co 8277 ME Franklin Androscoggin R 10350 DMPH 15 N
99/10/01 S D Warren Co 2897 ME Cumberland Presumpscot R 1350 DM PH 37 N
99/11/30 Merrimack Paper Co. 2928 MA Essex S. Merrimack 1088 DM 2PH 50 N
99/12/31 Montana Pwr Co 2543 MT Missoula Clark Fork R 3040 DMRSPHTL 34 N

*Includes types of facilities at each project, but not total number of each type (e.g. A project may consist of multiple powerhouses or dams.).
DM Dam, RS Reservoir, CL Canal, TU Tunnel, FM Flume, PI Pipeline, PK Penstock, PH Powerhouse, TR Turbine, GN Generator(s);
TC Tailrace, TL Transmission Line or connection thereto.
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For Additional Information Contact:
Federal Energy Regulatory Commission
Office of External Affairs

825 North Capitol Street, NE
Washington, DC 20426
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